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E.O. 11652: GDS 

TAGS: MCAP, NATO, CA 

SUBJECT: CANADIAN FORCES FOR NATO 

REF: USNATO 5357 

EMBASSY CONCURS IN USNATO'S BASIC ASSESSMENT (REFTEL) 
OF CANADIAN FORCE PLANS AS CONTAINED IN DPQ (73) AND 
OFFERS FOLLOWING ADDITIONAL COMMENTS: 

1. AS NOTED REFTEL, CANADIAN FIVE-YEAR DEFENSE 
PLAN ANNOUNCED IN OCTOBER BY DEFMIN RICHARDSON CALLS 
FOR ANNUAL INCREASE IN DEFENSE BUDGET OF 7 PERCENT. 

WE ESTIMATE THAT INFLATION LIKELY TO REACH 5 TO 6 
PERCENT IN 1974 AND MAY WELL STABILIZE 
AT 4 PERCENT LEVEL IN CANADA DURING 1975-78 PERIOD. 
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REAL GROWTH IN DEFENSE SPENDING MIGHT THEREFORE 
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BE 3 PERCENT AND NOT 2 PERCENT SUGGESTED REFTEL. 

WE BELIEVE GOC USING INFLATION FIGURE OF 4 PERCENT 
OR LOWER IN DETERMINING 7 PERCENT RATE OF ANNUAL 
INCREASE IN DEFENSE BUDGET AND WE HAVE BEEN ASSURED 
THAT IF INFLATION IS HIGHER THAN HAD BEEN PROJECTED, 

THAT CABINET WOULD BE ASKED TO REVIEW AND REVISE 
DEFENSE BUDGET ACCORDINGLY. WE BELIEVE IT WOULD BE 
USEFUL TO TRY TO PIN DOWN CANADIANS ON THIS POINT 
AND, IF POSSIBLE, TO OBTAIN A COMMITMENT THAT DEFENSE 
BUDGET WILL BE REVIEWED IF ANNUAL INFLATION REACHES 
RATE OF 4 PERCENT OR HIGHER DURING 5 YEAR BUDGET 
PERIOD. 

2. OUR ESTIMATE IS THAT CANADA WILL CONTINUE 
TO EXPERIENCE GROWTH IN NOMINAL GNP OF ABOUT 10 
PERCENT PER YEAR THROUGH 1978. PROJECTING A GROWTH 
OF 7 PERCENT IN THE DEFENSE BUDGET IN THIS PERIOD 
YIELDS A STEADY DECLINE IN THE "DEFENSE AS A PERCENTAGE 
OF GNP" LEVEL FROM 2.2 PERCENT IN 1974 (FY 1973-74 
DEFENSE BUDGET OF 2.498 MILLION - CY 1973 GNP 1 15,000 
MILLION) TO 1.9 PERCENT OF GNP IN 1978. WE AGREE THAT 
USNATO SHOULD EXPRESS DISAPPOINTMENT IN THIS DISCOURAGING 
TREND. 

3. UNDER NEW FINANCING FORMULA, CANADA HAS 
ALREADY SET FOR ITSELF OBJECTIVE OF INCREASING 
PERCENTAGE OF BUDGET DEVOTED TO NEW EQUIPMENT AND 
FACILITIES. CANADIAN FIGURES SHOW THAT 1 1 PERCENT OF 
BUDGET CURRENTLY DEVOTED TO NEW EQUIPMENT AND FACILITIES. 
OBJECTIVE IS TO INCREASE THIS TO 20 PERCENT BY THE END 

OF THE 70'S. (FYI: IN THIS REGARD, RICHARDSON HAS 
ALREADY ANNOUNCED PLANS TO REPLACE AGING FLEET OF 3/4-TON 
TRUCKS.) MISSION MAY WISH TO ASK CANADIANS ABOUT DELAY 
IN REPLACEMENT OF CENTURION TANKS. 

4. WE UNDERSTAND GOC HAS DELAYED TEMPORARILY ITS 
DECISION TO SELECT TWO CONTENDERS FOR PRODUCTION OF THE 
LRPA REPLACEMENT FOR THE ARGUS AIRCRAFT. WHILE EXTENT 
OF DELAY IS UNKNOWN, IT MIGHT BE USEFUL TO INQUIRE ABOUT 
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STATUS OF ARGUS REPLACEMENT SCHEDULE AND EXPRESS MILD 
CONCERN OVER PRESS REPORTS OF SLIPPAGE IN SCHEDULE. 

SCHMIDT 
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